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LETTER   OF  TRANSMITTAL. 

March  24,  1954. 
To  the  Honorable  Senate  and  House  of  Representatives. 

The  Special  Commission  on  Taxation  submits  here- 
with as  Part  X'l  of  its  Final  Report,  studies  of  two  of  the 
special  excise  taxes  levied  in  Massachusetts,  the  tax  on 
alcoholic  beverages  and  the  tax  on  cigarettes.  Earlier 
published  reports  of  the  Commission  dealt  with  two 
other  special  excises:  motor  fuel  (House,  No.  2424,  1951) 
and  the  tax  on  meals  served  to  the  public  (House,  No. 
2500,  1953).  In  addition,  the  research  report  which  the 
Commission  prepared  on  the  taxation  of  horse  and  dog 
racing  was  made  available  to  the  members  of  the  General 
Court  who  were  engaged  in  deliberations  which  resulted 
in  changes  in  certain  aspects  of  these  taxes  in  1953. 

The  recommendations  made  in  regard  to  the  alcoholic 
beverages  and  cigarette  taxes  may  be  considered  ''rou- 
tine", since  similar  recommendations  have  been  advanced 
by  the  Commission  in  other  reports.  They  relate  to  the 
elimination  of  ''earmarking"  of  tax  revenues  and  advo- 
cate use  of  one  general  fund  in  preference  to  the  com- 
plicating factors  inherent  in  the  use  of  "special"  funds. 
The  matter  of  tax  rates  is  given  careful  treatment  in  the 
report  and  comparisons  made  with  rates  of  other  States 
provide  information  which  will  aid  the  General  Court 
in  its  consideration  of  tax  problems. 

We  want  to  express  the  appreciation  of  the  Commission 
for  the  valuable  assistance  provided  by  the  Alcoholic 
Beverages  Control  Commission,  the  Tax  Commissioners  i 
and  members  of  the  Department  of  Corporations  and 
Taxation.  Special  thanks  are  directed  to  Mr.  Ralph  H. 
Caspole,  Director,  and  Miss  Adaline  F.  Callaghan  of 
the  Cigarette  Tax  Bureau,  and  to  Mr.  Albert  H.  Stitt, 
Director  of  the  Bureau  of  Excises,  for  their  contributions 
to  the  report. 

Respectfully  submitted, 

HOLLIS   M.   GOTT, 

Chairman. 
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REPORT    OF    THE    SPECIAL    COMMISSION    ON 
TAXATION. 


Section  A. 
ALCOHOLIC  BEVERAGES  TAXES. 

Introduction. 

The  Massachusetts  taxes  on  alcohohc  beverages,  which 
were  instituted  upon  the  repeal  of  national  prohibition 
on  December  4,  1933,  follow  the  general  pattern  utilized 
by  most  of  the  States.  Taxes  are  levied  at  varying  rates 
on  different  categories  of  alcoholic  beverages  based  in 
part  on  their  alcoholic  content.  In  addition  to  the  tax 
on  alcoholic  beverages,  the  State,  through  the  Alcoholic 
Beverages  Control  Commission,  also  issues  licenses  to 
those  engaged  in  the  manufacturing,  importing  and  dis- 
tribution of  alcoholic  beverages.  The  licensing  of  vendors 
who  sell  such  beverages  by  the  glass  or  in  packaged  con- 
tainers is  under  the  supervision  both  of  the  Alcoholic 
Beverages  Control  Commission  and  the  city  or  town 
where  the  retail  establishment  is  located.  It  should  be 
noted  that  some  Massachusetts  communities  under  their 
local  option  privilege  have  determined  that  no  licenses 
will  be  granted  for  the  sale  of  alcoholic  beverages  within 
their  boundaries,  or  that  only  specified  types  of  vendors 
—  for  example,  package  stores  —  may  be  licensed. 

One  provision  regarding  the  sale  of  alcoholic  beverages 
in  the  Commonwealth  which  is  not  typical  of  other 
States  relates  to  ''fair  trade"  prices.  Massachusetts 
requires  that  all  brands  of  alcoholic  beverages  must  be 
sold  at  the  price  registered  with  the  Alcoholic  Beverages 
Control  Commission.  Through  this  provision  "price 
wars"  are  prevented  and  much  of  the  incentive  for 
evading    taxes    on    alcoholic    beverages    is    neutralized. 
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Some  retailers,  particularly  those  near  the  state  border, 
may  be  adversely  affected,  and  also  some  consumers 
may  at  times  pay  prices  higher  than  they  might  otherwise, 
because  of  "fair  trade."  Whether  this  requirement  has 
important  influence  on  bootlegging  and  the  sale  within 
the  Commonwealth  of  significant  quantities  of  alcoholic 
beverages  for  which  no  state  tax  has  been  paid  is,  how- 
ever, a  question  subject  to  dispute  and  beyond  the  scope 
of  this  investigation  of  state  tax  structure. 

Another  matter  which  because  of  its  frequent  presen- 
tation in  the  press,  if  for  no  other  reason,  may  profitably 
be  touched  upon  in  this  report  concerns  the  attempt 
made  by  the  Department  of  Corporations  and  Taxation 
to  collect  a  tax  from  individuals  who  have  visited  packaged 
liquor  stores  in  near-by  States.  According  to  the  news 
articles  Massachusetts  tax  agents  check  license  plates  of 
Massachusetts  cars  which  park  near  certain  out-of-state 
liquor  stores,  and  later  send  bills  for  Massachusetts 
alcoholic  beverages  taxes  to  these  car  owners.  The  extent 
to  which  this  type  of  tax  assessment  has  been  engaged 
in  by  the  Department  of  Corporations  and  Taxation  is 
difficult  to  determine,  but  it  is  reasonable  to  assume 
that  it  is  neither  a  major  undertaking  nor  a  major  source 
of  tax  revenue. 

It  is  more  than  likely  that  one  of  the  chief  purposes 
of  this  type  of  activity  is  to  discourage  Massachusetts 
residents  from  purchasing  liquor  outside  the  Common- 
wealth for  personal  consumption.  ^  When  such  purchases 
are  made,  not  only  does  this  State  generally  lose  the  tax 
revenue,  but  Massachusetts  liquor  dealers  are  deprived 
of  sales  they  otherwise  would  make.  With  the  aim  of 
encouraging  Massachusetts  purchases,  the  Special  Com- 
mission is  in  enthusiastic  accord.  In  so  far  as  the  alcoholic 
beverages  taxes  are  concerned,  three  points  need  to  be 
considered:  (1)  The  legality  of  assessing  an  alcoholic 
beverages  tax  on  an  individual  whose  auto  was  used  to 
carry  packages  which  appeared  to  have  been  purchased 

1  The  law  (chapter  138,  section  21)  makes  no  provision  for  payment  of  tax  by  the  consumer, 
since  reference  is  made  only  to  "  such  manufacturer,  wholesaler  and  importer.  .  .  ." 
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at  out-of-state  liquor  stores  is  open  to  considerable 
question.  (2)  While  the  publicity  emphasizing  the 
point  that  out-of-state  liquor  purchases  are  subject  to 
Massachusetts  taxes  may  deter  some  individuals  from 
such  purchases,  it  is  equally  possible  that  this  publicity 
exaggerates  the  price  advantages  which  exist  in  some 
neighboring  States,  and  some  individuals  may  well 
decide  to  make  their  purchases  where  liquor  ''costs  so 
much  less  than  in  Massachusetts."  (3)  The  resentment 
aroused  by  such  administrative  practices  brings  disfavor 
on  Massachusetts  among  its  own  residents  and  by  other 
States  which  are  likely  to  retaliate  against  this  State 
to  its  disadvantage. 

Massachusetts  Tax  Rates. 

There  are  three  separate  taxes  upon  alcoholic  bever- 
ages, one  of  which  is  considered  a  temporary  tax.  These 
separate  taxes  make  up  a  total  of  $2.25  per  gallon  for 
beverages  of  more  than  24  per  cent  alcohol ;  from  30  cents 
to  60  cents  per  gallon  on  beverages  having  less  than  24 
per  cent  alcohol;  and  a  tax  of  $2  per  31-gallon  barrel 
of  beer.  Table  I  indicates  the  manner  in  which  these 
three  taxes  attain  the  total  tax  rate. 

When  the  alcoholic  beverages  tax  was  instituted  in 
1933  it  amounted  to  but  40  cents  per  gallon  for  beverages 
having  more  than  24  per  cent  alcohol;  wine  had  a  10  cents 
per  gallon  tax;  and  beer  was  taxed  $1  per  barrel.  An 
"additional  excise  on  the  sale  of  alcoholic  beverages  and 
of  alcohol"  was  passed  in  1945  whicli  increased  the  tax 
on  alcoholic  beverages  with  at  least  24  per  cent  alcoholic 
content  by  50  cents  per  gallon.  The  revenue  from  this 
additional  tax  was  earmarked  for  the  Veterans'  Bonus. 

The  alcoholic  beverages  tax  rate  was  again  increased  in 
1947.  The  tax  on  beer  doubled  and  the  rate  per  gallon 
on  beverages  containing  more  than  24  per  cent  alcohol 
went  to  $1.50  per  gallon.  At  this  time  the  maximum 
rate  was  $2  per  gallon,  including  the  additional  tax  of 
50  cents.     The  proceeds  of  this  tax  were  dedicated  as 
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follows:  (1)  expenses  of  Alcoholic  Beverages  Control 
Commission;  (2)  Old  Age  Assistance  Fund,  $500,000 
per  month;  and  (3),  balance  to  the  General  Fund. 


Table  I.  —  Alcoholic  Beverages  Tax  Rates. 


Acts  of  1947, 
c.  625,  Tax 
per  Gallon. 

Acts  of  1945, 
c.  731,  Tax 
per  Gallon. 

Acts  of  1949, 
c.  674,  as 
amended  by 
Acts  of  1953, 
c.  246. ' 

Total 
Tax. 

Proof  gallon  of  beverages  more 

than  50  per  cent  alcohol   . 

$1.50 

SO.  50 

SO.  25 

$2.25 

Wine  gallon  of  beverages  less  than 

50  per  cent  alcohol     . 

1.50 

.50 

.25 

2.25 

Wine  gallon  of  beverages  more 

than  24  per  cent  alcohol    . 

1.50 

.50 

.25 

2.25 

Wine  gallon  of  beverages  less  than 

24  per  cent  alcohol     . 

.15 

_2 

.45 

.60 

Wine  gallon   of   sparkling   wine 

more  than  3  per  cent  less  than 

6  per  cent  alcohol 

.40 

- 

- 

.40 

Wine  gallon  of  still   wine  more 

than  3  per  cent  less  than  6  per 

cent  alcohol       .... 

.10 

- 

.20 

.30 

Wine  gallon  of  cider  more  than  3 

per  cent  less  than  6  per  cent 

alcohol 

■om 

- 

- 

•  OIH 

Barrel  of  31  gallons  of  malt  bever- 

age      

2.00» 

~ 

~ 

2-00      1 

Source:    Massachusetts  General  and  Session  Laws. 

1  Expires  June  30,  1955. 

2  Over  20  per  cent  alcohol ;   50  cents  per  gallon  tax. 
'  Per  barrel. 

A  further  increase  in  the  alcoholic  beverages  tax  rate 
was  enacted  in  1949,  amended  in  1951  and  1953,  and  is 
scheduled  to  terminate  in  June,  1955.  It  added  a  tax 
of  25  cents  per  gallon  on  beverages  having  more  than 
24  per  cent  alcohol,  a  tax  of  45  cents  per  gallon  on  alcoholic 
beverages  of  less  than  24  per  cent,  and  still  wine,  3  per 
cent  to  6  per  cent,  was  taxed  another  20  cents  per  gallon. 
The  return  from  this  temporary  tax  is  placed  in  the 
General  Fund. 
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Revenue  from  Alcoholic  Beverages  Taxes. 

In  calendar  1953  Massachusetts  collected  more  than 
seven  times  the  amount  of  alcoholic  beverages  taxes 
reported  in  1934,  the  first  complete  year  of  tax  experience 
following  repeal.  The  dollar  amount  of  the  tax  is  shown 
by  Table  II  and  ranges  from  a  low  point  of  $2.8  million 
in  1934  to  $22.0  milhon  in  1953.  The  number  of  gallons 
of  alcoholic  beverages  taxed  in  each  category  with  the 
tax  revenue  for  the  years  since  1933  are  shown  in  Table 
IX  (page  31) .  Although  increases  in  the  tax  rates  account 
for  a  major  portion  of  the  rise  in  collections,  not  to  be 
overlooked  is  the  fact  that  the  number  of  gallons  of 
alcoholic  beverages  taxed  more  than  doubled  in  the 
nineteen-year  period. 

The  columns  of  Table  II  also  provide  helpful  general 
comparisons  of  collections  of  alcoholic  beverages  taxes 
for  Massachusetts,  for  the  federal  government,  and  an 
estimate  of  total  collections  for  all  governmental  units 
in  the  United  States.  These  figures  do  not,  however, 
make  allowances  for  changes  in  tax  rates  by  the  different 
units  of  government. 

For  Massachusetts  the  peak  year  for  collections  was 
calendar  1950,  when  $22.8  million  was  received.  A 
larger  number  of  gallons  of  alcoholic  beverages  was 
taxed  in  1945  and  1946  than  in  1950,  but  since  the  tax 
rate  per  gallon  was  lower  in  these  earlier  years,  total 
collections  were  below  the  1950  figure.  Although  the 
1952  tax  collections  were  $922,000  below  those  of  1951, 
the  1953  collections  were  slightly  above  the  1951  amount. 
Since  1934  annual  alcoholic  beverages  tax  collections 
have  declined  from  the  previous  year's  total  four  times,  — 
1938,  1943,  1951  and  1952.  That  the  1938  decline  was 
nation-wide  is  shown  by  the  Table  II  data  which  report 
both  federal  and  total  reductions  from  1937  in  such 
revenue. 

In  comparing  the  trend  of  alcoholic  beverages  tax 
collections  for  Massachusetts  and  the  federal  govern- 
ment from  1946  through  1950,  it  is  found  that  federal 
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collections  declined  while  Massachusetts  collections  ad- 
vanced in  each  of  the  five  years.  Further  emphasis  is 
provided  by  the  fact  that  the  largest  federal  alcoholic 
beverages  tax  collection  occurred  in  1946,  while  the  largest 
Massachusetts  collection  was  achieved  in  1950.  If  there 
had  not  been  tax  rate  increases  by  Massachusetts  in 
1947  and  1949,  however,  the  experience  of  the  Conunon- 
wealth  would  very  nearly  have  paralleled  that  of  the 
federal  government  over  these  years. 

Table  II.  —  State,   Federal  and   National   Revenues  from   Alcoholic 
Beverages  Taxes. 


Massachusetts  State  Tax 
(Calendar  Years). 


Public  Revenues 

from 

Alcoholic 

Beverages 

(All  Sources). 


Federal 

Tax  Collections 

on  Alcohol  and 

Alcoholic 

Beverages 

(000  omitted). 


1934 $2,848,503 

1935 3,534,140 

1936 4,267,584 

1937 4,832,436 

1938 4,571,881 

1939 5,887,679 

1940 8,462,336 

1941 9,438,875 

1942 10,474,673 

1943 8,697,920 

1944 9,572,729 

1945 11,371,717 

1946 15,850,203 

1947 16,410,790 

1948 18,415,624 

1949 19,533,894 

1950 22,841,721 

1951 21,901,966 

1952 20,979,701 

1953 21,997,306 


$595,566,164 
734,937,878 
932,145,167 

1,022,275,727 
947,277,036 

1,010,384,672 
1,140,110,006 
1,395,963,718 
1,750,166,010 
1,994,841,386 

2,703,517,984 
3,020,750,637 
3,482,244,916 
3,111,889,647 
2,953,480,752 

2,983,279,805 
3,261,417,440 
3,334,798,423 
3,597,757,178 


$258,911 
411,022 
505,464 
594,245 
567,979 

587,800 

624,253 

820,056 

1,048,517 

1,423,646 

1,618,775 
2,309,866 
2,526,165 
2,474,762 
2,255,327 

2,210,607 
2,219,202 
2,546,808 
2,549,120 


Sources:  Massachusetts  Department  of  Corporations  and  Taxation;  U.  S.  Department  of 
Commerce,  Bureau  of  the  Census,  The  Statistical  Abstract  of  the  United  States;  and  Dis- 
tilled Spirits  Institute,  Public  Revenues  from  Alcoholic  Beverages,  1952. 


Comparison  of  total  public  revenues  (federal,  state 
and  local)  from  alcoholic  beverages  from  1946  to  1952 
with  the  Massachusetts  collections  shows  much  the  same 
result   as   comparison   with   federal   experience.      Total 
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estimated  collections  from  all  government  units  attained 
a  peak  of  $3,597  million  in  1952.  The  important  difference 
is  that  1951  collections  indicate  a  4  per  cent  decline  in 
Massachusetts,  but  for  all  governmental  units  there 
was  a  2  per  cent  increase  over  1950.  There  could  be 
many  reasons  for  this  6  per  cent  difference,  none  of  them 
particularly  vital.  If,  however,  Massachusetts  alcoholic 
beverages  taxes  were  to  decline  while  the  total  experience 
of  the  rest  of  the  country  was  that  of  increase,  then  it 
would  become  essential  to  analyze  the  reasons  for  such 
results.  The  concern  occasioned  by  successive  declines 
in  the  1951  and  1952  totals  has  all  but  disappeared  because 
of  the  significant  increase  recorded  in  1953. 

A  somewhat  different  picture  is  presented  when  the 
alcoholic  beverages  tax  collections  are  shown  on  a  fiscal 
year  basis  (Table  III).  Fiscal  1951  collections  were 
$2.8  million  above  1950  totals,  and  almost  $10  million 
larger  than  those  of  1946.  In  1949,  however,  the  $18.5 
million  total  for  this  tax  shows  a  comparatively  small 
decline  ($200,000)  from  the  previous  year's  total.  Of 
more  importance  is  the  1952  beverages  tax  collection, 
which  is  $21.0  million,  reflecting  a  significant  decline 
from  the  1951  collection  peak  of  $23.4  million.  This  is 
almost  10  per  cent  less  than  the  amount  collected  in 
fiscal  1951.  The  picture,  revenue-wise,  was  brighter  in 
1953,  however,  because  of  the  $755,000  increase  over 
1952  totals. 

Per  Capita  Tax  Collections. 

The  revenues  from  alcoholic  beverages  are  shown  for 
all  the  States  in  Table  IV.  These  per  capita  figures 
include  not  only  the  state  alcoholic  beverages  taxes,  but 
the  return  from  state  and  local  licenses  and  sales  taxes 
on  alcoholic  beverages  in  the  States  where  these  items 
are  applicable.  The  sixteen  States  which  employ  mo- 
nopoly stores  are  marked  with  asterisks  and  their  average 
tax  is  computed  separately. 

In  so  far  as  per  capita  tax  return  is  concerned,  Massa- 
chusetts experience  compares  favorably  with  the  non- 
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monopoly  States  in  this  area  of  the  United  States.  In 
1952,  for  example,  the  per  capita  revenue  from  alcoholic 
beverages  was  $5.35  for  Massachusetts;  $4.73,  New- 
York;  $4.71,  Connecticut;  $4,  New  Jersey;  and  $4.46, 
Rhode  Island.  The  average  for  all  license  States  during 
the  year  was  $4.54  per  capita,  19  cents  below  the  Massa- 
chusetts figure. 

As  expected,  the  per  capita  revenue  in  States  utilizing 
the  monopoly  system  is  well  above  that  of  the  license 
States.  The  average  per  capita  return  for  these  States 
in  1952  was  $7.29.  The  three  New  England  States  in 
this  category  —  Maine,  Vermont  and  New  Hampshire  — 
had  respective  per  capita  returns  of  $7.85,  $8.15  and 
$8.80.  These  figures  are  not,  for  reasons  listed  above, 
comparable  to  those  of  the  non-monopoly  States. 

Table  III.  —  Alcoholic    Beverages    Tax    Revenue. 

[1946-1953  fiscal  years.] 


Year. 

Revenue. 

Year. 

Revenue. 

1953 

$21,775,593.23 

1949          .... 

$18,541,792.43 

1952 

21,020,127.43 

1948         .... 

18,750,798.11 

1951 

23,365,414.36 

1947         .... 

13,880,256.72 

1950 

20,552,968.60 

1946          .... 

13,544,670.33 

Source:   Comptroller's  Financial  Reports. 


Table  IV.  —  State  Per  Capita  Revenues  from  Alcoholic  Beverages, 

1949-1952. 

[Includes  local  revenue  estimates.) 


1949. 

1950. 

1951. 

1952. 1 

Alabama^ 

84.77 

$4.40 

$4.93 

$4.80 

Arizona 

3.82 

3.88 

4.18 

3.83 

Arkansas 

2.71 

3.23 

3.34 

3.89 

California 

4.07 

4.25 

4.24 

4.30 

Colorado 

3.51 

3.58 

3.51 

3.15 

Connecticut 

4.32 

4.95 

5.02 

4.71 

Delaware 

3.13 

3.30 

3.49 

3.13 

Florida 

9.97 

9.76 

10.51 

9.90 

Georgia  2 

6.46 

7.50 

6.18 

5-59 

Idaho         

6.38 

6.46 

6.92 

7.20 

1954.] 
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Table  IV.  —  State  Per   Capita   Revenues  from  Alcoholic  Beverages, 
1949-1952  —  Concluded. 

[Includes  local  revenue  estimates.] 


1949. 

1950. 

1951. 

1952.' 

Illinois 

$5.38 

So  63 

85.79 

S5.34 

Indiana 

3.65 

4.11 

4.25 

3.83 

Iowa2 

5.18 

5.58 

5.35 

5.20 

Kansas 

2.15 

2.47 

2.59 

2.57 

Kentucky 

4.30 

3.89 

5.05 

4.03 

Louisiana 

7.83 

7.62 

7.61 

7.49 

Maine^ 

7.35 

7.29 

7.53 

7.85 

Maryland 

5.96 

5.97 

5.89 

5.00 

Massachusetts 

5.24 

5.88 

5.67 

5.35 

Michigan  2 

6.80 

7.04 

7.21 

7.00 

Minnesota 

7.33 

8.03 

7.49 

7.28 

Mississippi 

1.27 

1.72 

2.41 

2.62 

Missouri 

2.04 

2.16 

2.09 

2.01 

Montana^ 

9.50 

8.64 

10.22 

9.94 

Nebraska 

2.42 

2.53 

2.49 

2.35 

Nevada     

4.62 

5.57 

5.96 

5.37 

New  Hampshire  2 

7.86 

8.26 

9.01 

8.80 

4.04 

4.37 

4.65 

4.00 

New  Mexico 

3.22 

3.15 

3.44 

3.67 

New  York 

4.91 

5.01 

5.10 

4.73 

North  Carolina 

4.15 

3.65 

4.39 

4.80 

North  Dakota 

7.10 

7.29 

6.71 

6.82 

Ohio2 

6.84 

7.21 

7.50 

7.38 

Oklahoma 

2.10 

2.07 

2.43 

2.90 

Oregon  2 

5.70 

7.08 

7.72 

8.00 

Pennsylvania  2 

7.86 

8.28 

8.63 

8.29 

Rhode  Island 

3.88 

4.04 

4.55 

4.46 

7.01 

7.28 

7.35 

7.76 

South  Dakota 

5.17 

6.06 

6.27 

4.43 

Tennessee 

2.66 

2.70 

3.20 

3.30 

Texas 

1.98 

2.33 

2.43 

2.36 

Utah! 

6.69 

6.97 

7.56 

7.44 

Vermont^ 

7.64 

7.60 

8.16 

8.15 

Virginia* 

7.64 

6.87 

7.55 

7.25 

Washington  2 

9.01 

9.46 

10.73 

11.06 

6.90 

6.35 

6.96 

7.95 

Wisconsin 

4.17 

4.53 

4.29 

3.96 

Wyoming  2 

5.70 

6.00 

5.70 

5.45 

Average: 

Monopoly  States 

6.80 

6.91 

7.34 

7.29 

Private  license  States        .... 

4.40 

4.70 

4.79 

4.54 

Source:    Distilled  Spirits  Institute,  Public  Revenues  from  Alcoholic  Beverages,  1949-1952. 

1  Population  according  to  July  1,  1952,  estimate  of  the  Bureau  of  the  Census. 

2  State  store  monopoly. 
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Over  the  four-year  period,  1949-1952,  the  Massa- 
chusetts return  per  capita  was  $5.24,  $5.88,  $5.67  and 
$5.35.  While  it  is  not  possible  to  draw  conclusions  from 
such  limited  experience,  if  the  per  capita  return  should 
decline,  careful  study  of  the  reasons  for  such  decline 
should  be  made  with  a  view  to  removing,  if  possible,  the 
causes.  It  should  not  be  expected,  however,  that  the 
figure  would  continue  to  increase  each  year  because  of 
increased  purchases.  More  than  likely  purchases  of 
alcoholic  beverages  will  tend  to  reflect  changes  in  the 
economic  status  of  Massachusetts  residents,  although  the 
variation  may  well  be  less  than  it  has  been  in  the  years 
just  past. 


Comparison  of  State  Excise  Tax  Rates  on  Alcoholic 

Beverages. 

An  examination  of  the  tax  rates  given  in  Table  V  dis- 
closes that  the  Massachusetts  excise  taxes  on  alcoholic 
beverages  are  appreciably  higher  than  those  charged 
by  the  relatively  few  States  in  this  general  area  which 
do  not  have  a  state  monopoly  on  the  sale  of  such  bever- 
ages. Maine,  New  Hampshire,  Vermont  and  Penn- 
sylvania, for  example,  employ  the  state  monopoly  system. 
The  beverage  excise  tax  rates  of  Connecticut  and  Rhode 
Island  are  considerably  lower  than  those  of  this  State. 
Maximum  rate  per  gallon  in  Connecticut  is  $1,  and  $1.50 
in  Rhode  Island  as  compared  with  the  $2.25  tax  in  Massa- 
chusetts. Both  Connecticut  and  Rhode  Island,  however, 
impose  a  retail  sales  tax  which  applies  to  all  forms  of 
alcoholic  beverages  sales,  and  when  added  to  the  excise 
tax  makes  a  tax  total  only  slightly  less  than  that  charged 
by  Massachusetts  in  so  far  as  packaged  beverages  are 
concerned.  For  alcoholic  beverages  served  by  the  glass 
and  considered  a  part  of  a  restaurant  meal,  the  Massa- 
chusetts meals  tax  of  5  per  cent  is  applicable  when  the 
cost  exceeds  $1  —  according  to  instructions  of  the  Depart- 
ment of  Corporations  and  Taxation.  Figures  are  not 
available  to  disclose  the  amount  of  tax  received  from  this 
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source:  however,  there  is  httle  question  that  such  collec- 
tions are  comparatively  small. 

State  Monopoly  Systems. 

The  price  differential  including  all  taxes  is  of  concern 
to  beverage  tax  administration  of  Massachusetts  chiefly 
because  of  the  three  New  England  States  which  have 
established  state  monopolies  for  the  retail  distribution  of 
alcoholic  beverages.  Maine,  New  Hampshire  and  Ver- 
mont have  such  monopolies,  and  therefore  are  able  to 
set  retail  prices  at  points  which  they  consider  to  be  ad- 
vantageous to  themselves.  Under  this  type  of  state 
monopoly  it  is  possible  to  lump  together  the  return  from 
taxes  and  the  retailers'  profit  for  consideration  as  a  single 
profit  item.  It  makes  no  difference  to  the  State  which 
source  is  responsible  for  the  return,  but  in  all  likelihood 
those  who  have  charge  of  the  state  stores  prefer  to  report 
as  much  "profit"  as  possible  to  indicate  efficient  manage- 
ment. 

There  is  not  much  question  that  a  monopoly  system 
can  return  larger  amounts  to  the  State  in  the  first  instance 
than  does  the  system  of  retail  distribution  by  privately 
owned  stores.  But  it  should  be  emphasized  that  the 
private  vendor  of  alcoholic  beverages  also  pays  taxes  in 
addition  to  the  return  from  the  beverage  tax  which  are 
not  applicable  at  all  or  have  far  less  application  under 
the  state  monopoly  system.  Chief  among  such  taxes 
are  the  income  taxes  on  individuals  and  corporation 
profits  resulting  from  the  distribution  and  sale  of  alcoholic 
beverages. 

This  comparison  of  state  monopoly  versus  private 
ownership  of  alcoholic  beverages  stores  is  presented  to 
show  the  existence  of  both  tax  administration  problems 
and  the  competition  which  to  some  extent  causes  concern 
for  the  State  and  the  retailers.  By  no  means  should  it  be 
construed  to  suggest  advocacy  or  even  consideration  of  a 
state  alcoholic  beverages  store  monopoly  for  Massa- 
chusetts. The  only  logical  time  for  such  consideration 
was  at  the  time  of  the  repeal  of  prohibition  in  1933.    The 
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Table  V.  —  State  Excise   Tax  Rates  on  Alcoholic  Beverages,   1953. 

[Selected  States.] 

Connecticut: 

Spirits $1 .  00  per  gallon 

Wine  in  excess  of  21  per  cent     ...  .25  per  gallon 

Wine  less  than  21  per  cent         ...  .10  per  gallon 

Alcohol 1 .  00  per  proof  gallon 

Beer 1 .  00  per  barrel 


Florida: 
Spirits  in  excess  of  14  per  cent 

Wine 


Beer  (3  cents  per  pint,  6  cents  per  quart 
bottle) 


B2.17  and 
4.34  per  gallon 
1 .  00  per  gallon 
1 .  40  per  gallon 
2.00  per  gallon 

.  24  per  gallon 


Massachusetts : 

Spirits  over  24  per  cent       ....  $2.25  per  gallon 

Spirits  less  than  24  per  cent       ...  .60  per  gallon 

Alcohol 2.25  per  gallon 

Wine  less  than  24  per  cent         ...  .30  per  gallon 

Vermouth .30  per  gallon 

Sparkling  wine .40  per  gallon 

Beer 2.00  per  barrel 

Cider .015  per  gallon 


New  Hampshire : 
State  store  monopoly 
Beer 


1 .  00  per  barrel 


Maine : 
State  store  monopoly 


New  Jersey . 

Spirits     .       .       .       ...       .       .       .  $1 .  50  per  gallon 

Still  wine .10  per  gallon 

Sparkling  wine .40  per  gallon 

Vermouth .15  per  gallon 

Beer .  03^  per  gallon 


1954. 
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Table  V.  —  State  Excise  Tax  Rates  on  Alcoholic  Beverages,  1953  — 

Concluded. 


New  York: 

Spirits  over  24  per  cent       .        .        .        .  $1 .  50  per  gallon 

Wine  and  Spirits  less  than  24  per  cent     .  .  10  to  .  50  per  gallon 

Beer .  03  >^  per  gallon 

Pennsylvania : 

State  store  monopoly - 

Beer $2 . 48  per  barrel^ 

Rhode  Island: 

Imported  spirits $1 .  50  per  gallon 

Wine .20  per  gallon 

Sparkling  wine .25  per  gallon 

Beer 1.00  per  barrel 

Vermont: 

State  store  monopoly 

Spirits  —  state  store  tax     ....  $0.45  per  pint 

Fortified  wine  —  state  store  tax        .       .  .  1234  per  pint 

Wine  and  beer .15  per  gallon 

Washington,  D.  C: 

Spirits $0.75  per  gallon 

Alcohol 1 .  25  per  gallon 

Still  wine  in  excess  of  14  per  cent     .       .  .15  per  gallon 

Sparkling  wine .  22 3^^  per  gallon 

Beer 1 .  50  per  barrel 

Source:    Commerce  Clearing  House,  Tax  Systems,  1952  and  State  Tax  Guide. 
1  And  10  per  cent  sales  tax. 


decision  in  Massachusetts  was  that  retail  distribution 
was  to  be  done  through  privately  owned  stores  operating 
under  state  and  local  licenses.  To  change  the  arrange- 
ment after  twenty-one  years  of  acceptable  experience 
would  certainly  place  unnecessary  hardship  on  those  who 
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hold  licenses  and  operate  stores.  Furthermore,  the  gains 
which  might  accrue  to  the  State  as  a  result  of  such  a 
change  are  as  likely  to  be  fictional  as  factual. 

Effect  of  Tax  Increases  on  Alcoholic  Beverages 

Sales. 

Taxes  levied  on  alcoholic  beverages  in  Massachusetts 
do  not  seem  to  be  reflected  immediately  by  decreases  in 
the  number  of  gallons  sold.  It  might  be  expected  that 
when  the  tax  rate  is  increased,  buyer  resistance  would 
to  some  extent  cut  consumption.  The  records,  however, 
do  not  indicate  such  relationships.  Table  VI  shows  the 
gallons  of  alcoholic  beverages  for  selected  years  1936- 
1953.  The  1936  figures  are  for  an  average  year  at  the 
lowest  rate  of  tax.  Rates  were  increased  in  1945,  1947 
and  1949,  and  if  they  affected  consumption  it  would  be 
expected  that  reductions  in  gallons  taxed  would  be 
evidenced  by  the  report  of  the  succeeding  year  in  each 
case. 

The  table  shows  that  the  number  of  gallons  of  alcoholic 
beverages  sold  was  lowest  in  one  of  the  years  when  the 
tax  rates  were  lowest.  A  greater  quantity  was  taxed  in 
1946  than  in  any  other  year,  yet  this  was  the  first  com- 
plete year  after  a  tax  increase  which  might  properly  be 
called  a  major  one.  But  the  experience  of  1946  needs 
to  be  considered  in  light  of  the  economic  situation  then 
in  existence.  World  War  II  was  over,  employment  and 
wages  were  high,  savings  were  abundant  —  and,  most 
important,  production  of  civilian  goods  was  far  below 
the  accumulated  demand  extending  over  the  war  years. 
It  is  not  surprising  that  sales  of  alcoholic  beverages  were 
high  in  that  year,  and  such  was  the  experience  of  Massa- 
chusetts and  the  other  States.  Further,  revenues  from 
pari-mutuel  racing  were  at  peak  level  in  1946  —  addi- 
tional evidence  of  the  spending  outlets  utilized  in  this 
unusual  situation. 

While  below  the  1946  experience,  the  number  of  gallons 
of  alcoholic  beverages  taxed  in  1948  (after  the  tax  increase 
of  1947)  is  well  above  the  1936  quantity.    After  a  third 
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increase  in  taxes  on  alcoholic  beverages  in  1949,  the 
number  of  gallons  sold  in  1950  were  above,  not  below, 
the  1948  figure.  It  should  be  emphasized  that  these 
data  do  not  support  the  statement  that  taxes  have  severely 
reduced  sale  of  alcoholic  beverages.  Instead,  it  is  clearly- 
shown  that  even  after  three  cumulative  tax  increases  a 
greater  quantity  of  alcoholic  beverages  were  sold  in  1950 
than  in  1936,  and  that  after  the  most  recent  rate  increase 
more  taxable  beverages  were  sold  than  during  the  year 
immediately  preceding  it.  Experience  of  1952  and  1953 
does  show  a  decline  from  the  number  of  gallons  taxed  in 
1950.  Perhaps  the  total  gallonage  will  stabilize  near 
this  amount. 

Analysis  presented  here  does  not  give  recognition  to 
three  points  which  may  have  bearing  on  the  effect  of  the 
additional  tax:  (1)  increase  in  population,  which  might 
be   expected   to   increase   sales   of   alcoholic   beverages; 

(2)  increase  in  purchasing  power,  which  permits  larger 
purchases   of  items   such   as   alcoholic   beverages;    and 

(3)  increased  use  of  alcoholic  beverages  because  of  a 
change  in  social  customs.  None  of  these,  it  seems,  can 
be  measured  and  applied  objectively  to  this  situation 
in  a  way  that  would  justify  their  presentation  in  this 
report. 

While  the  preceding  discussion  has  pointed  out  that 
the  three  increases  in  alcoholic  beverages  taxes  in  Massa- 
chusetts have  not  brought  about  a  consistent  reduction 
either  of  gallons  sold  or  in  taxes  collected,  it  is  more  than 
possible  that  further  increases  would  have  such  an  effect 
at  the  present  time.  Additional  taxes  on  alcoholic  bever- 
ages might  well  provide  disproportionate  incentive  for 
tax  evasion  by  purchases  outside  the  State,  or  result  in 
reduction  of  purchases  or  a  chapge  in  the  kind  of  beverages 
purchased.  There  is  no  question  that  it  is  to  the  fiscal 
advantage  of  the  State  to  prevent,  if  at  all  possible,  these 
contingencies  from  occurring. 
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Importance  of  Federal  Tax. 

Emphasis  has  been  upon  state  taxation  of  alcohoHc 
beverages  and  the  effect  of  such  taxation  upon  con- 
sumption, but  the  federal  tax,  by  comparison,  dwarfs 
state  taxes.  The  federal  rate  upon  distilled  spirits,  for 
example,  is  $10.50  per  proof  gallon,  which  is  almost  five 
times  the  Massachusetts  $2.25  per  gallon  rate.  It  is 
readily  apparent  that  the  size  of  the  state  tax  can  have 
only  limited  effect  upon  the  total  price  of  such  beverages. 
Even  if  the  state  tax  were  reduced  to  zero,  the  effect 
upon  the  selling  price  of  alcoholic  beverages  and  upon 
the  purchase  of  such  beverages  would  be  comparatively 
small.  The  answer  to  the  assertion  that  taxes  are  so 
excessive  that  they  cause  serious  reduction  in  sales  and 
foster  bootlegging  and  other  forms  of  tax  evasion  must 
be  that,  if  the  assertion  has  merit,  it  is  due  almost  en- 
tirely to  the  federal  tax,  and  there  is  little  that  state 
governments  can  do  about  it.  Unless  the  Massachusetts 
tax  on  alcoholic  beverages  were  to  rise  considerably 
above  the  current  $2.25  per  gallon  maximum  rate,  it  is 
most  unhkely  that  they  will  have  any  great  over-all 
effect  on  tax  evasion  and  sales  of  these  products. 

Recommendations. 

The  Conmiission  is  of  the  opinion  that  the  total  of  the 
State  taxes  on  'alcoholic  beverages  are  not  unduly  burden- 
some at  the  present  time,  but  that  they  probably  could 
not  be  increased  without  unfavorable  results  upon  the 
beverage  industry  and  the  amount  of  taxes  collected. 
At  some  future  time  a  reduction  in  these  taxes  might  be 
considered  favorably. 

The  separation  of  the  taxes  as  between  regular  and 
"temporary",  and  the  dedication  of  different  portions 
of  the  tax  to  specific  funds,  does  not  seem  necessary  or 
justifiable,  since  the  Commonwealth  could  be  served  best 
by  clarifying  the  fund  system  and  the  tax  structure. 

It  is  recommended,  therefore,  that  the  present  total 
of  state  alcoholic  beverages  taxes  be  combined  so  that  a 
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single  tax  rate  would  apply  to  each  of  the  existing  beverage 
categories.  The  earmarking  of  beverages  tax  revenue, 
in  line  with  previous  recommendations  of  the  Commission, 
should  be  ended  and  all  collections  of  this  tax  should  be 
credited  to  the  General  Fund.  By  making  these  changes, 
which  would  alter  the  present  arrangements  very  little, 
there  would  be  an  advantage  of  greater  simplicity  and  a 
stabilizing  of  this  tax  rate;  and  this  tax  would  be  fitted 
into  place  as  one  of  the  important  elements  of  the  state 
tax  system. 

Although  the  Special  Commission  on  Taxation  is 
concerned  with  tax  structure,  it  would  be  remiss  in  its 
duties  if  it  neglected  to  call  attention  to  certain  ad- 
ministrative aspects  of  taxes  levied  by  the  State.  In 
regard  to  alcoholic  beverages  taxation  the  Special  Com- 
mission is  of  the  opinion  that  continuation  of  the  present 
report  system  of  alcoholic  beverages  tax  administration 
be  continued  rather  than  a  change  to  the  use  of  stamps 
or  bottle  crowns  as  means  for  control.  Since  the  Twenty- 
first  Amendment  to  the  Federal  Constitution  made  the 
illegal  transportation  of  liquor  into  any  State  a  federal 
offence,  manufacturers  of  such  beverages  are  subject  to 
federal  controls.  This  includes  the  supplying  of  reports 
of  all  shipments  and  destinations  of  alcoholic  beverages. 
Simply  by  co-operating  with  federal  enforcement  officials, 
the  State  enforcement  officers  are  able  to  secure  all 
necessary  information  regarding  transportation  and  desti- 
nation of  alcoholic  beverages  which  cross  the  state  line. 
Not  only  does  this  simplify  the  work  of  state  agencies, 
but  it  also  deters  licensees  from  returning  false  reports. 
Because  it  is  necessary  to  do  some  checking  of  licensees' 
accounts,  anyway,  it  seems  almost  certain  that  the  present 
system  of  reporting  as  a  method  of  tax  administration 
is  more  economical  and  satisfactory  than  use  of  stamps 
or  bottle  crowns. 

This  method  of  control  does  not,  however,  provide 
protection  against  individuals  making  purchases  of 
alcoholic  beverages  outside  the  State  largely  for  their 
personal  consumption.    But  on  the  other  hand,  neither 
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would  a  control  system  utilizing  revenue  stamps  or 
bottle  crowns  make  enforcement  against  this  type  of 
tax  evasion  much  easier.  So  far  as  we  have  been  able  to 
determine  after  a  careful  investigation,  it  is  next  to  im- 
possible to  prevent  this  type  of  tax  evasion  without 
resorting  to  exaggerated  expenditures  for  enforcement, 
or  arousing  resentment  and  possibly  extremely  adverse 
public  opinion  on  the  part  of  Massachusetts  residents. 

Club  Alcoholic  Beverages  Tax. 

The  club  alcoholic  beverages  tax  applies  to  corporations 
other  than  those  organized  to  sell  beverages  for  profit  or 
chartered  veterans'  organizations  maintaining  quarters. 
These  are  the  non-profit  organizations  which  are  per- 
mitted to  sell  alcoholic  beverages  to  their  members  on 
club  premises.  The  rate  of  this  tax  is  13^  per  cent  of 
income  (as  defined  in  chapter  62,  section  5  (6)  of  the 
General  Laws)  subject  to  usual  deductions  but  not  less 
than  %o  of  1  per  cent  of  gross  receipts  from  sales.  The 
surtaxes  of  23  per  cent  apply  to  this  tax,  and  collections 
are  distributed,  3  per  cent  to  the  Old  Age  Assistance  Fund 
and  20  per  cent  to  the  General  Fund. 

In  1953  revenue  from  this  tax  amounted  to  $69,360.95 
plus  surtaxes  totaling  $15,906.42.  All  of  this  was  dis- 
tributed to  the  General  Fund  except  $2,076.66,  which 
went  to  the  Old  Age  Assistance  Fund.  Table  VII  gives 
the  revenues  from  this  source,  which  have  been  less  than 
$100,000  in  every  year. 

Designed  to  meet  a  particular  Massachusetts  situation, 
the  club  alcoholic  beverages  tax  might  be  placed  in  the 
category  of  a  special  tax.  Through  this  tax  an  attempt  is 
made  to  reduce  the  tax  advantage  of  private  clubs  which 
sell  only  to  members  in  relation  to  other  vendors  who 
serve  the  public.  It  would  not  seem  equitable  to  have 
the  same  rate  of  tax  for  both,  nor  to  completely  exempt 
the  private  clubs.  Employment  of  the  club  tax  at  a  low 
rate  appears  to  have  provided  an  equitable  solution. 
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Table  VII.  —  Club  Alcoholic  Beverages   Tax  and  Surtax  Revenues, 

[1948-1953  fiscal  years.] 


Year. 

Club 
Alcoholic 
Beverages 

Tax. 

20  Per  Cent 
Surtax. 

3  Per  Cent 
Old  Age 

Assistance 
Surtax. 

1953 

1952 

1951 

1950 

1949 

1948 

S69,360.95 
71,652.64 
45,808.24 
78,652.38 
49,999.45 
26,207.71 

$13,829.76 

14,271.62 

9,979.84 

12,476.83 

6,694.96 

4,001.11 

82,076.66 
2,147.89 
1,371.17 
2,213.43 
2,008.44 

Source:    Comptroller's  Financial  Reports. 

Recommendation  Club  Alcoholic  Beverages  Taxes. 

In  line  with  other  recommendations  of  the  Special 
Commission  to  terminate  use  of  temporary  taxes  and 
sm^taxes  and  replace  them  with  one  equivalent  tax  rate, 
the  same  is  recommended  for  the  club  alcoholic  beverages 
tax.  In  this  instance  the  rate,  equivalent  to  the  V/2  per 
cent  plus  23  per  cent  surtaxes,  would  amount  to  1.845  per 
cent.  Receipts  from  this  tax  would  be  credited  to  the 
General  Fund  in  line  with  over-all  recommendation  of 
the  Special  Commission  to  eliminate  the  earmarking  of 
tax  revenues  wherever  possible. 


Alcoholic  Beverages  Licenses. 

In  addition  to  the  taxes  upon  alcoholic  beverages 
which  are  administered  by  the  Department  of  Corpo- 
rations and  Taxation,  the  State  requires  those  who  engage 
in  the  manufacture  and  sale  of  alcoholic  beverages  to 
secure  annual  licenses.  The  administration  of  the  licensing 
process  has  been  assigned  to  the  Alcoholic  Beverages 
Control  Commission,  which  grants  licenses,  collects 
the  license  fees,  and  has  the  responsibility  for  the  regu- 
lation of  the  retail  outlets.  The  power  of  this  Commission 
rests  with  its  authority  to  grant  or  withdraw  licenses, 
since  no  one  may  deal  in  alcoholic  beverages  in  Massa- 
chusetts without  an  effective  license. 
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The  various  license  fees  are  shown  by  Table  VIII  to 
range  from  $5  to  an  authorized  maximum  of  $5,000. 
Receipts  during  fiscal  1953  totaled  $428,000,  of  which 
$318,000  was  obtained  from  wholesalers  and  importers. 
An  amount  equal  to  about  70  per  cent  of  the  license  fees 
is  used  to  meet  the  expenses  of  the  ABC  Commission 
amounting  in  1953  to  $314,000.  The  license  and  alcoholic 
beverages  tax  receipts  are  channeled  through  the  Old  Age 
Assistance  Fund  which  is  granted  $6  million  plus  an 
amount  equal  to  the  expenses  of  the  Commission. 

Administration  of  the  state  alcoholic  beverages  taxes 
and  the  licensing  activity  being  under  control  of  separate 
state  agencies  can  be  co-ordinated  only  by  voluntary 
agreement  of  these  agencies.  Because  of  this  it  is  possible 
for  situations  to  develop  which  are  contrary  to  the  best 
interests  of  the  Commonwealth,  but  this  has  not  proved 
an  insurmountable  problem.  Administratively  speaking, 
there  might  be  advantages  to  the  combining  of  the 
licensing  and  tax  collecting  functions  under  a  single 
agency,  with  the  regulatory  functions  located  elsewhere. 


Table  VIII.  —  Alcoholic  Beverages  License  Rates. 


Type  op  License. 


Amount. 


State  Licenses. 
Wholesalers  and  importers '        .         .         . 

Manufacturers 

Salesman's  permit      ..... 

Brokers,  agents  and  solicitors    . 
Commercial  alcohol  .... 

Steamships  ...... 

Railroads    ....... 

Storage  permits  ..... 

Express  permits 

Transportation  permits      .... 
Special  permits  ^ 

Local  Licenses.  ^ 
Taverns  (wine  and  beer)    .... 
Taverns  (all  beverages)      .... 
Other  establishments  (wine  and  beer) 
Other  establishments  (all  beverages) 
Package  stores  (wine  and  beer) 
Package  stores  (all  beverages) 


$250  to  S5,000 

$2,000  to  $5,000 

$10 

$100  to  $300 

$300  to  $500 

$100 

8100 

$10  to  $500 

$5 

$15 


$100  to  $500 

$250  to  $750 

$100  to  $1,000 

$250  to  $2,500 

$75  to  $1,000 

$100  to  $1,500 


Source:   Alcoholic  Beverages  Control  Conunission. 

"  Fees  set  by  Alcoholic  Beverages  Control  Commission. 

'  Fee  prescribed  for  each  instance  by  Alcoholic  Beverages  Control  Commission. 

'  Limits  prescribed  by  General  Court. 
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One  such  situation,  of  minor  importance,  is  in  regard 
to  the  bond  required  to  insure  tax  payment  which  years 
ago  was  set  at  S2,000  for  some  wholesalers  to  a  110,000 
maximum  for  others.  Under  these  unrealistic  bond  re- 
quirements it  would  be  possible  for  the  State  to  lose 
many  thousands  of  tax  dollars  in  the  event  that  a  whole- 
saler should  become  bankrupt.  The  matter  could  be 
remedied  merely  by  increasing  the  amount  of  the  bond 
required  for  issuance  of  a  wholesaler's  license.  Prohi- 
bitions against  the  extension  of  credit  to  retailers  by 
wholesale  dealers  is  another  possible  means  for  insuring 
prompt  payment  of  alcoholic  beverages  taxes. 
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Section  B. 
THE    CIGARETTE    TAX. 

Introduction. 

An  excise  tax  on  cigarettes  has  been  levied  in  Massa- 
chusetts since  1939  which  is  assessed  not  on  the  selhng 
price  but  upon  each  cigarette.  At  present  the  state  tax 
amounts  to  3^  cent  (23^  mills)  per  cigarette,  and  it  is 
collected  from  the  tobacco  distributor  ^  but  ultimately 
paid,  of  course,  by  the  consumer,  since  the  5  cents  per 
pack  state  tax  is  included  in  the  selling  price.  The  state 
tax  is  in  addition  to  the  8  cents  per  package  federal  tax 
and  makes  the  excise  taxes  total  13  cents  per  package  on 
sales  or  possession  in  Massachusetts.  Other  tobacco 
products  are  not  now  subject  to  a  state  excise  tax.  Ad- 
ministration of  the  tax  on  cigarettes  has  been  assigned 
to  the  Department  of  Corporations  and  Taxation.  Since 
this  State  has  no  reciprocity  agreements,  all  cigarettes 
within  its  boundaries  are  subject  to  the  Massachusetts 
tax,  whether  or  not  an  excise  tax  has  been  paid  to  another 
State. 

As  with  all  excise  taxes  the  cigarette  tax,  while  it  is 
proportional,  since  the  same  tax  total  applies  to  each 
cigarette,  it  is  also  regressive  to  some  extent  in  its  effect. 
The  reason  for  this  is  that  individuals  having  small 
incomes  pay  the  same  tax  for  each  cigarette  they  pur- 
chase as  do  individuals  having  larger  incomes.  The 
inevitable  result  is  a  larger  proportion  of  small  incomes 
goes  for  the  payment  of  the  tax.  While  the  effect  is 
regressivity,  criticism  of  the  cigarette  tax  on  this  basis 
has  not  been  severe  enough  to  bring  about  serious  con- 
sideration for  changing  the  form  of  the  cigarette  tax. 
Perhaps  acceptance  of  the  tax  has  been  due  to  the  heavier 
federal  tax,  and  because  it  is  hidden  in  the  selling  price 
without  being  called  to  the  attention  of  the  purchaser 
each  time  he  pays  for  a  supply  of  cigarettes.    Also  it  is 

1  Manufacturer,  wholesaler,  distributor  or  vending  machine  operator. 
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possible  that  some  vestige  remains  of  the  idea  that 
smoking  is  a  luxury  and  luxuries  properly  are  subject  to 
heavy  taxation.  Whatever  the  reasons,  the  fact  remains 
that  opposition  to  this  tax  has  not  attained  serious 
proportions. 


Massachusetts  Cigarette  Tax  Rate. 

When  the  tax  on  cigarettes  was  instituted  in  1939  the 
rate  as  shown  by  Table  I  was  set  at  1  mill  per  cigarette, 
or  2  cents  per  package.  Sale  of  cigarettes  was  limited 
to  those  who  had  secured  proper  licenses  from  the  State, 
and  payment  of  the  tax  was  required  of  the  manufacturer 
or  wholesale  distributor.  Although  consideration  was 
given  to  the  use  of  some  type  of  stamp  plan  at  that  time, 
it  was  decided  that  the  cost  would  be  too  large  in  pro- 
portion to  the  expected  tax  revenue.  The  policy  of 
administering  the  tax  without  use  of  some  method  for 
showing  tax  payment  on  each  package  has  been  continued 
to  the  present  time. 

Table  I.  —  Rates  and  Distribution  of  the  Massachusetts  Cigarette  Tax. 


Citation. 

Rate  per  Cigarette. 

Distribution. 

Acts  of  1939,  c.  454,  §  6,  as  amended 
by  Acts  of  1941,  cc.  417,  715,  and 
by  Acts  of  1943,  c.  407  (expired 
1945). 

1  miU 

General  Fund. 

General  Laws,  c.  64C,  as  inserted 
by  Acts  of  1945,  c.  547,  §§  1,  2,3. 

Acts  of  1945,  c.  731,  §  9  . 

Acts  of  1949,  c.  771,  as  amended  by 
Acts  of  1951,  c.  386,  §  9  (expired 
Aug.  31, 1953),  and  as  superseded 
by  Acts  of  1953,  c.  246,  §  13  (ex- 
pires Aug.  31,  1955). 

1J4  mills 

}4  mill  additional 
H  niill  additional 

1  mill  to  General  Fund;    H  niill 
to  Veterans  Services  Fund. 

Veterans  Services  Fund. 

S2  million  to  Old  Age  Assistance 
Fund   in   1950;     balance   that 
year  and  total  since  to  General 
Fund. 

2}4  mills  total 

Source:   Massachusetts  General  and  Session  Laws. 

Several  changes  in  the  law  were  made  in  1945,  when 
the  total  tax  was  set  at  4  cents  per  pack.  Of  this  amount, 
3  cents  was  established  as  the  permanent  excise,  but  one 
third  of  these  collections  was  to  be  credited  to  the  Veterans 
Services  Fund,  the  other  two  thirds  to  the  General  Fund. 
There  was  in  addition  a  1  cent  tax  exclusively  for  the 


1954.]  HOUSE  —  No.  2707.  39 

Veterans  Services  Fund.  The  tax  was  raised  to  its  present 
level  of  5  cents  per  package  in  1949  (amended  in  1951 
and  1953)  by  a  temporary  1  cent  increase  scheduled 
for  a  four-year  period  beginning  September  1,  1949, 
and  now  extended  to  September  1,  1955.  The  first  2 
million  dollars  collected  from  this  1  cent  levy  was  dis- 
tributed to  the  Old  Age  Assistance  Fund  in  1950.  The 
remainder  in  that  year  and  all  revenue  since  then  have 
gone  to  the  General  Fund.  Stated  in  mills  tax  per 
cigarette  the  present  rate  is  13^  mills  permanent  excise, 
Y2  mill  additional  tax,  and  3^  mill  temporary  tax  for  a 
2}/^  mills  per  cigarette  total. 

Comparison  with  Tax  in  Other  States. 

Taxes  on  cigarettes  are  imposed  by  41  of  the  States, 
and,  of  course,  by  the  federal  government.  Louisiana, 
as  Table  II  indicates,  has  the  highest  per  package  tax 
at  8  cents  followed  by  Arkansas,  North  Dakota  and 
Washington  at  6  cents.  Florida,  Massachusetts,  Okla- 
homa and  Tennessee  tax  at  the  rate  of  5  cents,  while 
33  States  have  rates  of  4  cents  or  less.  Of  the  New 
England  States  Connecticut,  New  Hampshire  ^  and 
Rhode  Island  have  a  3  cents  tax;  Maine  and  Vermont 
levy  a  4  cents  tax.  The  remaining  State  which  borders 
Massachusetts,  New  York,  applies  a  rate  of  3  cents  per 
package  of  cigarettes. 

The  fact  that  the  Massachusetts  cigarette  tax  is  higher 
by  one  or  two  cents  than  the  tax  levied  by  neighboring 
States  brings  problems  of  tax  administration.  When 
the  tax  differential  is  as  large  as  2  cents  a  package,  there  is 
considerable  incentive  to  make  cigarette  purchases, 
especially  by  the  carton,  in  the  State  where  the  price  is 
lower.  How  widespread  the  practice  of  purchasing 
cigarettes  outside  the  State  for  consumption  in  Massa- 
chusetts is  impossible  to  determine  exactly.  As  long  as 
the  tax  differential  continues,  however,  the  incentive 
for  such  purchases  will  also  continue. 

If  the  States  of  this  area  were  all  to  impose  the  same 

1  Tax  b  15  per  cent  of  usual  retail  selling  price. 
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Table  II.  —  Cigarette  Tax  Rates,  Revenues,  Yields  per  iO.Ol  oj  Levy 
and  Per  Capita  Yields  per  $0.01  of  Levy  for  the  Forty-one  Taxing 
States. 

[Fiscal  1953. 1 


Yield 
per  SO.Ol 
of  Levy 
(add  000). 

1952 
Popu- 
lation 
(add  000). 

Peb  Capita  Yield 

State.  ' 

Rate.  2 

1953 
Tax  Yield 
(add  000). 

PER  $0.01 

OF  Levy. 

Amount. 

Rank. 

Alabama  . 

SO.  03 

$7,987 

$2,662 

3,051 

$0.87 

31 

Arizona 

.02 

2,240 

1,120 

859 

1.30 

8 

Arkansas  . 

.06 

6,838 

1,140 

1,876 

.61 

40 

Connecticut 

.03 

8,800 

2,933 

2,103 

1.39 

6 

Delaware  . 

.02 

1,149 

575 

338 

1.70 

3 

Florida      . 

.05 

4,229 

846 

3,100 

.27 

41 

Georgia     . 

.03 

9,196 

3,065 

3,515 

.87 

33 

Idaho 

.03 

1,706 

569 

608 

.94 

27 

Illinois 

.03 

30,867 

10,289 

8,918 

1.15 

16 

Indiana     . 

.03 

13,767  3 

4,589 

4,104 

1.12 

17 

Iowa 

.02 

5,107 

2,554 

2,645 

.97 

25 

Kansas 

.03 

5,497 

1,832 

2,002 

.92 

28 

Kentucky 

•      .02 

5,801 

2,901 

2,916 

.99 

21 

Louisiana 

.08 

19,649 

2,456 

2,816 

.87 

32 

Maine 

.04 

5,443 

1,361 

884 

1.54 

4 

Massachusetts  . 

.05 

28,364 

5,673 

4,795 

1.18 

15 

Michigan  . 

.03 

25,740 

8,580 

6,708 

1.28 

10 

Minnesota 

.04 

11,723 

2,931 

3,021 

.97 

24 

Mississippi 

.04 

6,996 

1,749 

2,173 

.80 

36 

Montana   . 

.04 

2,923 

731 

591 

1.24 

13 

Nebraska  . 

.03 

4,043 

1,348 

1,371 

.98 

23 

Nevada     . 

.03 

960 

320 

180 

1.78 

2 

New  Hampshire 

.03 

3,084 

1,028 

538 

1.91 

1 

New  Jersey 

.03 

19,675 

6,558 

5,103 

1.29 

9 

New  Mexico 

.04 

2,613 

653 

725 

.90 

29 

New  York 

.03 

61,609 

20,536 

15,179 

1.35 

7 

North  Dakota  . 

.06 

3,506 

519 

600 

.87 

34 

Ohio      ;.  ■    . 

.02 

20,800 

10,400 

8,174 

1.27 

12 

Oklahoma 

.05 

11,144 

2,229 

2,265 

.98 

22 

Pennsylvania    . 

.04 

45,103 

11,276 

10,667 

1.41 

19 

Rhode  Island    . 

.03 

3,466 

1,155 

817 

1.41 

5 

South  Carolina 

.03 

6,158 

2,053 

2,130 

.96 

26 

South  Dakota  . 

.03 

1,751 

584 

664 

.88 

30 

Tennessee 

.05 

13,647 

2,729 

3,257 

.84 

35 

Texas 

.04 

34,889 

8,722 

8,189 

1.07 

18 

Utah 

.02 

942 

471 

737 

.64 

39 

Vermont   . 

.04 

1,904 

476 

372 

1.28 

11 

Washington 

.06 

10,784 

1,797 

2,467 

.73 

37 

West  Virginia    . 

.04 

5,532 

1,383 

1,951 

.71 

38 

Wisconsin 

.03 

10,629 

3,543 

3,539 

1.00 

20 

Wyoming  . 

.02 

742 

371 

308 

1.20 

14 

Totals 

- 

$467,003 

$130,084 

154,931 

~ 

- 

Averages     . 

$0.0359 

$11,390 

$3,173 

3,778 

$0.84 

- 

Source:   Computed  from  Commerce  Clearing  House,  State  Tax  Guide,  All  States,  and  from 
U.  S.  Department  of  Commerce,  Bureau  of  the  Census,  State  Tax  Collections  in  1953. 

1  Revenue  from  non-cigarette  tobacco  products  has  not  been  segregated. 

2  Basic  rates  per  package  of  twenty  cigarettes. 
'  Indiana  license  revenue  not  segregated. 
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cigarette  tax  rate  or  a  tax  of  4  cents  per  pack  compared 
to  the  Massachusetts  5  cent  rate  the  problem  to  a  large 
extent  would  solve  itself.  A  pertinent  question,  then, 
relates  to  the  likelihood  of  Connecticut,  New  Hampshire, 
New  York  and  Rhode  Island  increasing  their  rate  to 

4  cents  or  5  cents  per  package.  While  it  is  not  possible 
to  make  reliable  forecasts,  it  is  certainly  within  the  realm 
of  possibility  that  Connecticut,  New  Hampshire  and 
Rhode  Island  might  very  well  turn  to  an  increase  in  the 
cigarette  tax  as  pressures  mount  for  larger  tax  revenue. 
On  the  other  hand,  because  of  their  competitive  sales 
advantage  under  the  existing  differential,  they  might 
resist  increases  in  this  particular  excise  and  turn  to  other 
sources  for  additional  revenue. 

The  situation  in  New  York  State  is,  however,  some- 
what different  because  the  3  cent  cigarette  tax  rate  is 
augmented  in  New  York  City  by  a  1  cent  tax  for  the  city. 
Because  of  the  city  tax  it  probably  would  be  far  more 
difficult  for  the  State  to  increase  its  levy  on  the  cigarette 
tax,  since  this  would  further  the  competitive  disad- 
vantages provided  by  New  Jersey's  lower  cigarette  tax. 
The  possibility  of  the  States  near  Massachusetts  ad- 
vancing their  cigarette  tax  rates  to  equal  or  surpass 

5  cents  tax  per  package  seems  remote  at  the  present  time. 
Therefore,  Massachusetts  cannot  anticipate  the  help  in 
cigarette  tax  administration  which  would  come  with 
cigarette  tax  increases  by  these  States. 

There  would  seem  to  be  greater  advantages  to  the 
manufacturers  and  wholesalers  and  to  the  States  them- 
selves if  state  cigarette  tax  rates  were  the  same  in  each 
State.  Such  tax  differentials  have  little,  if  any,  important 
influence  on  the  total  quantity  of  cigarettes  sold.  The 
difference  develops  in  the  purchase  pattern  of  individuals 
who  buy  for  private  consumption,  and  this  may  be,  but 
probably  is  not,  significant.  The  States  having  a  lower 
cigarette  tax  do  achieve  some  tax  returns  "painlessly", 
so  far  as  their  residents  are  concerned,  when  residents 
of  other  States  purchase  from  them.  It  is,  however, 
difficult  to  place  great  emphasis  upon  this  as  the  con- 
trolling factor  in  continuing  the  tax  differential. 
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The  other  alternative  open,  at  least  theoretically,  to 
Massachusetts  is  to  reduce  its  tax  rate  on  cigarettes  and 
in  this  way  reduce  or  eliminate  the  differential  existing 
between  it  and  the  neighboring  States.  Before  such  a 
step  were  taken  a  careful  analysis  would  have  to  be  made 
along  the  line  of  the  following  questions :  (1)  How  would 
tax  revenues  lost  by  such  a  procedure  be  replaced?  Each 
1  cent  of  the  cigarette  tax  returns  approximately  five 
and  two  thirds  million  dollars  to  the  state  treasury.  To 
replace  revenue  from  1  cent  of  the  cigarette  tax  would 
mean  that  the  source  turned  to  would  have  to  be  as 
remunerative,  for  example,  as  the  meals  tax  which  provides 
a  return  of  about  6  million  dollars.  (2)  What  would  be 
the  reaction  to  a  proposal  to  reduce  one  tax  but  not 
provide  similar  treatment  to  other  taxes?  It  is  almost 
certain  that  there  would  be  question  raised  about  the 
reason  for  singling  out  cigarettes  for  tax  relief,  but  not 
other  items  which  also  are  thought  to  be  subject  to  tax 
disadvantage,  alcoholic  beverages  or  corporations,  for 
example.  More  than  likely  there  would  be  charges  of 
favoritism,  or  worse,  and  that  there  could  be  unfavorable 
publicity  is  readily  apparent.  (3)  The  most  important 
question,  of  course,  is  neither  of  the  first  two,  but  would 
the  advantages  attendant  upon  reducing  the  tax  out- 
weigh the  disadvantages  to  the  State  and  its  citizens? 
The  advantages  would  be  those  of  reduction  in  tax  burden 
to  purchasers  of  cigarettes  in  Massachusetts,  increase  in 
cigarette  sales  by  merchants,  especially  those  near  the 
state  border,  and  easier  administration  of  the  cigarette 
tax  law,  because  there  would  be  less  incentive  to  purchase 
cigarettes  outside  the  State  and  smuggle  them  in  order 
to  avoid  the  higher  tax.  That  these  advantages  are 
important  is  obvious,  but  it  is  extremely  doubtful  that 
all  of  them  taken  together  outweigh  the  loss  in  tax  revenue 
amounting  to  about  five  and  two  thirds  million  dollars 
for  each  1  cent  reduction  in  the  tax  rate.  The  almost 
inescapable  conclusion  is  that  although  it  might  be 
possible  to  reduce  the  tax  rate  on  cigarettes  in  Massa- 
chusetts, the  advantages  which  would  probably  result 
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would  by  no  means  be  worth  the  tax  revenue  loss.  Since 
there  has  been  no  concerted  attempt  to  force  a  cut  in  the 
cigarette  tax,  it  must  be  assumed  that  while  they  are  not 
particularly  pleased  over  the  5  cent  cigarette  tax, 
Massachusetts  smokers  have  not  risen  up  in  wrath  to 
demand  that  this  tax  be  reduced  to  more  nearly  conform 
with  the  rate  levied  by  neighboring  States.  This  seems 
the  case  not  only  with  the  "permanent"  tax,  but  also 
with  the  "temporary"  tax  of  1  cent  per  package  sched- 
uled to  end  on  August  31,  1955.  The  alternative  of  a 
reduction  in  the  cigarette  tax  must,  therefore,  be  elimi- 
nated, under  present  conditions,  as  a  means  of  bringing 
the  Massachusetts  rate  more  in  line  with  the  rate  charged 
by  other  New  England  States. 

Cigarette  Tax  Revenue. 

The  cigarette  tax  has  proved  a  stable  revenue  producer 
in  Massachusetts  as  well  as  in  other  States  and  for  the 
federal  government.  Table  III  shows  that  for  complete 
fiscal  years  beginning  with  1941  this  tax  has  provided 
revenue  ranging  from  a  low  point  of  $7.5  million  in  the 
war  year  1944-45  to  the  maximum  point  of  $28.4  million 
in  1952-53.  (The  $4.6  million  amount  for  1943  was  for  a 
period  of  less  than  twelve  months.)  It  is  significant 
that  with  but  one  exception,  1945,  the  return  became 
larger  with  each  succeeding  year.  Chart  I  presents  the 
relationship  of  the  number  of  cigarettes  taxed  and  the 
amount  of  revenue  to  the  State  for  the  period  since  1939 
on  a  calendar  year  basis.  That  the  increase  in  tax  rate 
has  not  resulted  in  a  demonstrable  reduction  in  con- 
sumption is  shown  by  the  fact  that  in  the  years  that  the 
rate  remained  constant,  an  increase  in  revenue  was 
recorded  each  year. 

The  importance  of  the  cigarette  tax  to  the  State  is 
emphasized  by  the  fact  that  it  is  in  fourth  place  as  a 
revenue  producer,  exceeded  by  corporation  taxes,  indi- 
vidual income  taxes,  and  the  motor  fuels  tax.  It  is 
particularly  interesting  that  cigarettes  provide  greater 
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CHART  I 

ANNUAL  CIGARETTE  TAX  REVENUES,  NUMBER  OF  CIGARETTES  TAXED, 
AND  EFFECTIVE  TAX  RATES  IN  MASSACHUSETTS 

(Calendar  Years  1939  -  1953) 


Billions  of 
Cigarettes 


Millions 
of  Dollars 
30 


28 
26 
24 
22 

20 

18 

16 

14 

12 

10 

8 

6 

4 

2 


1939  '40     '41     '42     '43    '44     '45     '46    '47     '48     '49     '50     '51    '52   1953 
Source:    Department  of  Corporations  and  Taxation. 
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revenue  in  Massachusetts  than  do  alcohohc  beverages, 
which  also  have  been  of  material  importance  in  the  state 
tax  structure.  Cigarette  licenses  and  permits,  on  the 
other  hand,  have  never  returned  as  much  as  SI 00, 000 
to  the  State  in  any  one  year. 

The  most  notable  feature  of  the  tax  up  until  the  present 
time  has  been  its  reliability;  that  is,  since  1947  the  addi- 
tion of  each  1  cent  to  the  tax  rate  has  resulted  in  an 
increase  of  over  5  million  dollars  in  tax  revenue.  This 
feature  places  the  cigarette  tax,  so  far  as  reliability  is 
concerned,  in  the  same  category  with  the  property  tax 
and  the  motor  fuel  tax  which  also  have  this  desirable 
characteristic  so  far  as  the  financing  of  government  is 
concerned. 

Number  of  Cigarettes  Taxed. 

The  number  of  cigarettes  taxed  is  indicated  in  Table  IV, 
and,  as  might  be  imagined,  amounts  to  an  enormous 
total. 

Table  IV.  —  Number  of  Cigarettes  Taxed. 

[1939-1953  calendar  years.] 


Year. 

Number  of 

Cigarettes 

(add  000,000). 

Year. 

Number  of 

Cigarettes 

(add  000,000). 

1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 

2,213 

7,427 
8,118 
8,462 
8,611 
8,014 
8,143 
10,194 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

10,504 
10,784 
10,792 
10,833 
10,900 
11,361 
11,334 

Source:  Department  of  Corporations  and  Taxation, 


In  1940,  the  first  full  year's  experience,  the  total  was 
7.4  billion.  Increases  followed  until  the  total  reached 
8.6  billion  cigarettes  in  1943.  Because  of  the  war  situation 
the  number  of  taxed  cigarettes  fell  in  1944  and  1945 
but,  none  the  less,  more  than  8  billion  were  taxed  in  each 
of  those  years.     The  number  reached  10  billion  in  1946 
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and  has  increased  slightly  since  that  time  to  a  high  of 
11.4  billion  in  1952.  The  1953  calendar  year  figure  for 
cigarettes  taxed  in  the  Commonwealth  is  11.3  billion,  a 
figure  so  large  that  it  is  difficult  to  comprehend. 

The  fact  that  the  number  of  cigarettes  taxed  does  not 
suffer  loss  in  years  when  the  tax  is  increased  gives  ample 
proof  of  the  relatively  inelastic  demand  for  this  product. 
It  is  safe  to  assume  that  taxes  on  cigarettes  amounting 
to  5  cents  per  pack  have  not  discouraged  smoking  to  a 
demonstrable  extent  in  this  State. 

Tax  Yield  of  Other  States. 

In  this  regard  the  yield  of  each  cent  of  cigarette  tax 
per  capita  is  shown  in  Table  II  for  the  41  states  levying 
this  tax  in  1953.  The  figures  presented  in  column  6  were 
obtained  by  dividing  the  yield  of  1  cent  of  the  cigarette 
tax  by  the  total  population  of  the  State.  The  validity 
of  the  index  obtained  in  this  fashion  is  based  upon  two 
assumptions:  (1)  that  there  are  about  the  same  pro- 
portion of  cigarette  smokers,  and  that  their  consumption 
of  cigarettes  is  about  the  same,  in  each  of  the  States; 
and  (2)  that  the  collection  of  cigarette  taxes  is  about 
equally  effective  in  each  of  the  States. 

The  index  shows  that  Massachusetts  is  somewhat 
above  the  $0.84  average  of  the  41  States  in  the  amount 
of  cigarette  tax  per  capita  collected  for  each  1  cent  of  the 
tax  rate.  On  the  surface  this  would  seem  to  indicate 
that  this  State  is  doing  all  right,  since  26  of  the  States 
show  a  smaller  return  and  only  14  of  them  do  better  in 
this  respect  than  does  Massachusetts.  Further  exami- 
nation of  the  table  shows,  however,  that  the  Massa- 
chusetts index  of  $1.18  is  the  lowest  of  the  New  England 
States.  New  Hampshire  has  the  highest  amount,  $1.91, 
which  is  62  per  cent  larger  than  that  for  Massachusetts. 
Other  New  England  state  amounts  in  order  are:  Maine, 
$1.54;  Rhode  Island,  $1.41;  Connecticut,  $1.39;  and 
Vermont,  $1.28.  Per  capita  consumption  of  cigarettes 
in  fiscal  1952,  shown  by  Table  V,  provides  supporting, 
but  not  identical,  data. 

That  this  is  the  situation  is  one  thing,  but  the  signifi- 
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cance  that  can  be  ascribed  to  the  data  is  more  important. 
This  question,  unfortunately,  cannot  be  answered  with 
exactitude,  but  an  analysis  will  be  of  assistance  in  at  least 
identifying  some  of  the  reasons  why  such  differences 
exist.  First,  we  need  to  determine  whether  there  are 
basic  differences  among  these  six  States  which  would 
account  for  greater  per  capita  use  of  cigarettes.  In  other 
words,  do  proportionately  more  of  New  Hampshire's 
residents  smoke  cigarettes,  or  do  they  smoke  more  ciga- 
rettes than  do  the  residents  of  Massachusetts  and  the 
other  New  England  States?  It  does  not  seem  possible, 
for  example,  that  there  is  anything  so  different  about  the 
smoking  habits  of  the  people  of  New  Hampshire  which 
could  account  satisfactorily  for  a  proportionally  greater 
use  of  cigarettes  in  that  State.  Since  New  Hampshire 
contains  more  rural  area  than  do  three  other  of  the  New 
England  States,  it  might  be  expected  that  the  tendency 


Table  V.  —  Per   Capita   Consumption   of  Cigarettes,  Selected  States. 

[1952  Fiscal  Year.] 


State. 

Number  of 
Cigarettes 
per  Capita. 

State. 

Number  of 
Cigarettes 
per  Capita. 

Arkansas      .... 

1,309 

New  Jersey 

2,737 

Connecticut 

2,883 

New  Mexico 

1,953 

Delaware 

3,372 

New  York 

2,812 

Florida 

2,604 

North  Dakota 

1,828 

Idaho   . 

2,007 

Ohio 

2,642 

Illinois 

2,421 

Oklahoma 

1,867 

Indiana 

2,392 

Pennsylvania   . 

2,260 

Iowa     . 

2,032 

Rhode  Island 

3,088 

Kansas 

2,036 

South  Dakota  . 

1,935 

Kentucky     . 

2,137 

Texas 

2,314 

Maine 

2,860 

Utah 

1,433 

Massachusetts 

2,368 

Vermont  . 

2,745 

Michigan 

2,491 

Washington 

2,287 

Minnesota    . 

2,016 

West  Virginia   . 

1,990 

Montana 

2,610 

Wisconsin 

2,105 

Nebraska      , 

2,084 

Wyoming 

2,966 

Nevada 

3,821 

U.  S.  Average 

2,535 

Source:    Tax  Administrators  News,  September,  1953. 
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would  be  for  a  proportionally  smaller  use  of  this  tobacco 
product.  In  view  of  the  fact  that  the  entire  New  England 
area  is  rather  closely  knit  with  no  widely  divergent 
customs  or  economy,  it  would  be  highly  unlikely  that 
reasons  inherent  in  the  people  themselves  could  account 
for  great  differences  in  the  use  of  tobacco  merely  because 
of  their  residence  in  any  one  of  the  six  States. 

The  inference  must  be,  therefore,  that  since  Massa- 
chusetts shows  a  per  capita  amount  of  but  $1.18  against 
an  average  of  the  five  other  New  England  States  of  $1.51 
(median  $1.41),  and  since  the  smoking  habits  are  assumed 
to  be  about  the  same  in  Massachusetts  as  in  other  States 
of  this  region,  in  all  probability  cigarettes  are  consumed 
in  this  State  in  considerable  number  upon  which  no 
Massachusetts  excise  tax  has  been  paid.  If  the  average 
of  the  other  five  States  in  taxed  cigarettes  were  attained 
for  Massachusetts,  the  result  would  be  an  increase  of 
28  per  cent  in  revenue  from  this  source.  Discussion  of  the 
administration  of  the  cigarette  tax  is  presented  below. 

One  additional  point  needs  to  be  considered  because 
of  the  effect  it  may  possibly  have  on  the  above  data.  In 
Massachusetts  there  are  approximately  twenty  post 
exchanges  on  military  reservations  and  ship's  service 
stores  which  sell  cigarettes  free  from  the  state  tax.  This 
is  important  because  Massachusetts  has  far  more  of  these 
stores  than  any  other  New  England  State.  If  military 
personnel  take  advantage  of  this  tax-free  supply  by  pur- 
chasing significant  quantities  of  cigarettes  for  their 
friends  and  relatives  in  Massachusetts,  it  would  have  an 
important  effect  upon  the  index  of  cigarette  tax  per 
capita.  There  can  be  no  question  that  this  tax-free 
source  of  cigarettes  reduces  the  amount  of  Massachusetts 
tax  to  some  extent,  but  the  degree  of  importance  is  next 
to  impossible  to  determine. 

License  Fees. 

Licensing  of  those  who  deal  in  cigarettes  is  a  responsi- 
bility of  the  Commissioner  of  Corporations  and  Taxation. 
While  a  sizeable  amount  is  collected  from  such  license 
fees  ($85,000  in  1953)  they  are  considered  chiefly  as  a 
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means  of  regulation,  not  revenue.    This  is  evidenced  by 
the  fact  that  the  fee  for  cigarette  retailers  is  but  $1  and 
the  maximum  for  wholesalers  is  $100.     The  fees  as  set 
by  statute  are  as  follows : 
Manufacturers  (not  to  exceed  $25  each),  actual  charge      .         II 

Wholesalers 100 

Vending  machine  operators 100 

Transportation  companies 5 

Retailers 1 

Vending  machines,  each 1 

Table  VI  presents  the  amounts  collected  from  license 
fees  for  the  period  beginning  in  1941  to  the  present. 
During  the  past  four  years  total  collections  from  this 
source  have  been  approximately  $85,000  each  year.  As 
long  as  the  existing  fee  schedule  is  continued,  it  is  logical 
to  expect  that  the  total  will  not  vary  greatly  from  this 
amount. 

License  fees  are  relatively  uniform  among  the  New 
England  States.  The  $1  charge  for  a  retail  license,  for 
example,  is  identical  for  these  six  States,  except  for  the 
fact  that  permanent  licensing  exists  in  Connecticut  and 
Maine.  In  other  States  the  charge  for  a  retail  cigarette 
license  may  be  as  high  as  $100  (Michigan),  or  no  charge 
at  all,  as  is  the  case  in  Illinois  and  New  York.  With 
few  exceptions,  the  States  have  not  attempted  to  utilize 
the  licensing  of  tobacco  dealers  as  a  means  for  doing 
more  than  meeting  the  cost  involved  in  the  licensing 
process. 

Table  VI.  —  Revenue  from  the  Cigarette  Tax,  Licenses  and  Permits. 

[1941-1953.] 


Year. 

Amount. 

Year. 

Amount. 

1953 

$85,296.00 

1946 

?74,190.50 

1952 

84,101.07 

1945 

16,361.00 

1951 

85,315.00 

1944 

54,790.00 

1950 

84,959.00 

1943 

20,505.00 

1949 

51,814.00 

1942 

51,772.00 

1948 

77,113.00 

1941 

51,342.00 

1947 

82,020.00 

Source:   Annual  Reports  of  the  Comptroller. 
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Massachusetts   Tax   on  Other  Tobacco   Products. 

Somewhat  in  the  nature  of  an  experiment,  a  tax  of 
10  per  cent  was  levied  on  the  seUing  price  of  all  tobacco 
products  other  than  cigarettes  by  chapter  796  of  the 
Acts  of  1949.  Administration  of  this  law  proved  difficult, 
and  much  opposition  to  its  enforcement  soon  became 
evident.  Collections  from  the  operation  of  the  law  were 
negligible,  and  it  was  repealed  by  chapter  827,  Acts  of 
1950. 

About  one  fourth  of  the  States  which  tax  cigarettes 
also  tax  cigars,  snuff  or  manufactured  tobacco.  While 
several  States  do  levy  specific  excises  on  these  tobacco 
products,  it  is  typical  that  an  ad  valorem  basis  is  used, 
generally  upon  the  retail  selling  price.  The  range  of 
such  taxes  is  from  about  10  to  20  per  cent  and  usually 
this  amounts  to  a  smaller  rate  than  that  applied  to 
cigarettes. 

Administration  of  the  Cigarette  Tax. 

In  administering  the  cigarette  tax  the  Cigarette  Tax 
Bureau  of  the  Department  of  Corporations  and  Taxation 
is  concerned  with  four  main  elements:  licenses,  monthly 
returns,  abatements,  and  illegal  sales. 

Annual  licenses  are  issued  to  all  persons  engaged  in  the 
regular  sale  of  cigarettes.  Table  VII  contains  amplifying 
data  pertaining  to  licenses. 

The  seven  types  of  licenses  and  the  various  fees 
cause  a  more  than  normal  administrative  licensing  burden. 

Reports  from  every  manufacturer,  wholesaler,  vending 
machine  operator  and  transportation  company  are  filed 
by  the  twentieth  day  of  each  month.  Each  return  states 
the  number  of  cigarettes  sold  and  includes  the  tax  pay- 
ments. An  unclassified  acquirer  files  a  report  and  pays  a 
tax  when  he  imports  into  or  acquires  cigarettes  in  the 
Commonwealth . 

Taxpayers  receive  abatements  ''for  such  causes  as  the 
Commissioner  may  deem  expedient",  and  the  prime  cause 
is  reimbursement  for  administrative  costs.  The  per- 
centage abated  varies  with  the  type  of  licensee  and  with 
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Table  VII.  —  Type  and  Number  ^  of  Licenses,  Fees  and  Revenue. 
[Fiscal  1952-1958.] 


Type. 

Number. 

License 

Fees.     I 

! 

Revenue, 

1952. 

1953. 

1952. 

1953. 

Manufacturers 

4 

5 

$1 

$4 

$7 

Wholesalers  2 

263 

265 

100 

24,003 

27,700 

Vending  machine  operators 

141 

151 

100 

14,029 

15.080 

Transportation  companies 

4 

4 

5 

20 

30 

Unclassified  acquirers '       .        .        . 

14 

12 

1 

360 

539 

Vending  machine  hcenses'' 

17,245 

18,682 

1 

17,435 

18,677 

Retailers 

24,362 

23,427 

1 

28,250 

23,263 

Total 

S84,101 

$85,296 

SoTirce:   Department  of  Corporations  and  Taxation. 

1  Licenses  recorded  by  calendar  years. 

2  Includes  "sub-jobbers." 

3  Unusual  cases  may  go  up  to  the  S150  maximum  fee. 
*  Includes  stickers  and  plates. 


the  characteristics  of  each  concern;  for  example,  a  large 
v^holesaler  may  receive  a  lesser  per  cent  abatement  than 
a  smaller  wholesaler  because  the  former's  administrative 
costs  are  less  per  cigarette.  However,  the  amounts 
abated  are  said  to  fluctuate  in  the  vicinity  of  2  per  cent 
of  the  tax  payments.  Other  causes  for  abatements  are 
to  reimburse  taxes  paid  on  stolen,  spoiled  or  destroyed 
cigarettes  and  on  those  sold  out-of-State. 

The  abatement  process  has  considerable  importance 
as  an  administrative  tool  to  compel  compliance  with  the 
law;  for  example,  vendors  who  file  erroneous  returns  or 
evade  the  fair  sales  provisions  of  the  law  may  be  denied 
reimbursements. 

The  Director  and  three  investigators  have  special  state 
police  powers  which  enable  them  to  detect,  apprehend  and 
aid  in  the  prosecution  of  those  smuggling  or  selhng  un- 
taxed cigarettes.  Suspicion  of  illegal  sales  arises  from 
close  inspection  of  retailers'  invoices  which  indicate 
variances  in  number  of  sales  as  well  as  decreases  in  specific 
brands  sold.  Voluntary  reports  from  wholesalers  and 
others  also  aid  in  this  function,  and  upon  occasion  con- 
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traband  cigarettes  are  readily  identified  by  means  of 
coded  lot  sales. 

The  cigarette  tax  law  (section  8)  provides  extensive 
powers  of  enforcement  and  states  that  when  cigarettes 
being  illegally  transported  have  been  seized,  "Such 
cigarettes,  vehicle,  the  container  or  containers  and  the 
records  shall  be  forfeited  to  the  commonwealth.  .  .  ." 
Since  there  are  no  special  provisions  relating  to  the 
quantity  of  cigarettes  being  transported  illegally  when 
seized,  it  seems  quite  possible  that  this  law  might  result 
in  unfair  treatment. 

Recommendations. 

Although  the  total  rate  of  5  cents  per  package  tax  on 
cigarettes  is  higher  by  one  or  two  cents  than  that  charged 
by  other  New  England  States,  it  does  not  seem  advisable 
for  Massachusetts  to  reduce  its  cigarette  tax  at  this  time. 
The  revenue  produced  by  the  cigarette  tax  has  been  of 
great  importance  in  the  tax  structure,  and  any  reduction 
in  the  rate  would  in  all  probability  have  to  be  made  up 
from  other  tax  sources.  The  Special  Commission  on 
Taxation  is  of  the  opinion  that  any  attempt  to  reduce 
the  burden  on  cigarettes  and  increase  burdens  on  other 
tax  sources  is  not  likely  to  result  in  greater  over-all  tax 
equity. 

The  administrative  problems  relating  to  the  enforce- 
ment of  the  cigarette  tax  would,  no  doubt,  be  lessened  if 
the  rate  were  reduced.  The  possibility  of  a  gain  of  this 
kind  does  not,  in  our  opinion,  approach  in  importance  the 
disadvantage  of  reduced  tax  revenue. 

While  it  may  be  said,  with  some  justification,  that  the 
cigarette  smoker  pays  a  disproportionate  share  of  state 
taxes  in  comparison,  for  example,  with  the  non-smoker, 
this  is  not  a  compelling  reason  for  a  reduction  in  the  tax. 
The  same  reasoning  would  apply  if  the  rate  were  but 
1  cent  per  package,  and  is  further  weakened  by  the  fact 
that  a  heavier  tax  is  levied  by  the  federal  government 
upon  cigarettes  completely  outside  any  control  by  the 
State. 

The   Special   Commission   on   Taxation  recommends, 
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therefore,  that  in  place  of  the  several  taxes  now  levied 
upon  cigarettes,  a  5  cent  permanent  tax  be  enacted. 
Such  action  would  not  change  the  existing  rate,  but  it 
would  clarify  the  existing,  multi-sectioned  tax  law.  To 
reduce  the  rate  of  such  a  unit  tax  at  some  later  date 
would  be  no  more  difficult  if  the  cigarette  tax  were  stated 
at  one  rate  than  it  would  be  under  the  present  system. 
In  line  with  recommendations  already  made  by  the 
Special  Commission  in  regard  to  other  taxes,  in  this 
instance  it  is  recommended  that  the  earmarking  provisions 
be  eliminated  from  the  cigarette  tax.  It  is  better  from 
the  point  of  view  of  good  business,  good  government 
and  good  administration  for  revenues  to  be  credited  to 
the  General  Fund  and  to  be  appropriated  annually  by 
the  General  Court.  Such  routing  of  tax  revenues  will 
increase  both  the  responsibility  and  the  effectiveness 
of  the  Legislature  in  addition  to  eliminating  the  fallacious 
reasoning  that  the  need  for  particular  governmental 
services  can  be  determined  by  the  amount  of  revenue 
returned  from  dedicated  tax  sources. 
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